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FOREWORD

In this eighth consecutive annual report on State and Local Revenue
Potential, the authors provide a ready reference to the latest
changes in patterns of state finance. The basic method of analysis
remains the same, thus providing for compatibility and continuity
with previous reports.

Among the authors' conclusions is their statement that, "The tax
burden of the SREB states continued to be the least in relation to
total personal income and that of the Middle Atlantic states was
the greatest. The three regions with the highest burden reduced
taxes from 1973 to 1974, while the three regions with the lowest
burden increased average taxes as a percent of personal income.
Thus, taxes nationwide became more equal."

Regional convergence with the nation's characteristics has been
noted by many observers of recent Southern history. While increasing

similarities between regional and national characteristics are
sometimes unnoticed, regional diversities as great as those of the

nation are also sometimes neglected. A case in point is the spread

in tax burden to which the authors refer. The South includes the
state with the third highest burden in the nation as well as the

one with the ninth lowest burden. Thus each state must cope with
its own special fiscal and educational problems as well as those
shared with the region. We hope this series will continue to be
useful in this regard.

The Center for Business and Economic Research at the University
of Tennessee has again helped make possible this analysis by
generously providing for the use of computer facilities and the

able assistance of staff. Particular acknowledgement is made to

Vernon Roddy for data programming responsibilities, to Mary Brashear
for data compilation, Jeanne Mecklin and Jane Davis for editorial
assistance, and to Patricia Hunley and Susannah Prescott, typists- -
all members of the Center staff.

Winfred L. Godwin
President
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INTRODUCTION

For the eighth consecutive year, the Southern Regional Education

Board is reporting on state and local tax performance. Statistical

data and comparisons for the 50 states and the District of Columbia

on state and local tax effort, (measured by utilized potential as

reflected in collections, and unutilized potential as reflected by

relating collections to a common tax base), have been compiled to serve

as a guide to public officials who may wish to evaluate their jurisdic-

tions' tax performances in the light of what neighboring jurisdictions

are doing.

It is not the purpose of these reports or others in the series,

nor is it the intent in any fashion, to suggest or recommend that

public officials ought to search out sources of new revenue or that

any particular jurisdiction should reform its revenue structure.

Neither is it the purpose or intent to suggest that a particular state

should strive to achieve the averages in tax effort upon which the

analysis and comparisons rest. Particular conditions in a state may

dictate that a state employ one tax in lieu of another or that the

state should exceed or fall short of the aggregate effort of all states.

It is left to each public official to evaluate his jurisdiction's effort

and needs in relation to its economic, political and social character-

istics and then decide on a course of action. The worth of the report

lies in its value as a reference and guide to aid officials in reaching

the proper decisions in tax policy. Statistical tables contained in

the report provide the background that is critical to public officials

ij
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wishing to alter tax policy in some form, while wishing to maintain tax

effort and tax structures comparable and competitive with those in

neighboring jurisdictions.

One of the most complex and volatile problems of public life today

is that of financing state and local public services. In the years

since 1967, when the Southern Regional Education Board (SREB) began

publishing the annual survey of state and local revenues and potentials,

the nation has struggled through international crises in the form of hot

wars, cold wars and economic warfare. It has also endured recessions

accompanied by high inflation and prosperity with both inflation and

high unemployment. Every turn of events seems to bring new public demands

and ultimately greater financing efforts. As tax revenues have continued

their ever-upward climb, along with the ability of taxpayers to pay

higher levies, so also the amount of unutilized potential has increased.

The ability to raise additional tax revenue, however, is not evenly

distributed.

Economic forces of the early 1970's and the introduction of revenue

sharing in 1972 combined to provide most states with significant budget

surpluses. By 1974 budget surpluses had largely disappeared. In 1975

one can expect the inflationary pressures to generate further budget

shortfalls. The severity of the recession, now hopefully ended, combined

with the prior inflation is now forcing at least two-fifths of the states

and many local governments to take significant budget cutting or revenue

raising actions.
1

As new public budgets are prepared for 1976 and 1977,

1. See "The Money Crunch for States and Cities," The Nation's Business,
October 1975, pp. 22-28.
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many will again be unbalanced unless expenditure programs are accompanied

by substantial tax increases.

In 1974 and early 1975, expenditure cutbacks and delays in

capital construction have been quite common. One major consequence

of cutbacks and postponements will be an increase in unutilized

potential. While cutbacks in some jurisdictions will undoubtedly

be offset by increases in the more financially fortunate ones, the

growth rate in state and local public expenditures will be reduced in

1975 and 1976. However, the growth rate will be sustained somewhat

by a large number of tax increases (more than in 1972 and 1973) and

by a lesser number of new tax exemptions and tax cutting measures.

In summary, it is expected that state and local governments will

hold the line on expenditures and increase taxes in the near future.

One consequence will be the stabilization of tax burdens in relation to

personal income. The net result is likely to be a decline in the rate

of growth in taxes, an increase in unutilized tax potential and a deter-

ioration in the quality and quantity of critical public services in many

areas.
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METHODOLOGY

This is a tax effort study. Such studies are presumed to gauge

the extent to which a jurisdiction taps its available taxable resources.

An aggregate of total taxable resources or absolute tax capacity is not

readily available, so proxies representing taxable resources are gene-

rally used in tax effort studies.

In this study tax effort is compared in two ways; the tax effort

performance of each state is measured for the 14 most productive state

tax sources, and the differences in performance are computed for each

of the 50 states and the District of Columbia. Comparisons are possi-

ble because a standard proxy has been selected for each of several major

tax sources.

A state's personal income is used as the proxy, or common denom-

inator, for comparing tax effort in mcst tax categories. While not a

perfect representative of tax capacity, personal income is an important

determinant of expenditures on retail goods and services that make up

the bulk of general and selective sales tax bases and the individual

income tax base. Personal income is a satisfactory proxy only if the

actual tax base and personal income can be related meaningfully and con-

sistently. It is not fully satisfactory as a proxy for corporate or

property taxes, but no better simple measure is readily available.

Other proxies are more suitable for measuring tax potential and effort

in almost three cases. Some states rich in income are poor in natural

resources. Therefore, the value of natural resources severed from the

land and waters of the state is a more reliable indicator of tax capacity

against which to measure effort. For motor vehicle related taxes

12
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(sales taxes on motor fuels and license taxes on motor vehicles), a more

suitable common denominator seems to be the number of registered motor

vehicles.

In interstate comparisons, the basic statistical approach rests on

the assumption that all states apply the average_affort to collect revenue

from each particular tax source. (However, as stated in another section,

it is not always realistic to expect this.) Average effort is expressed

as the average rate per $1,000 of personal income, per $1,000 of severed

products, or per registered motor vehicle for states using the particular

tax. Under this average effort concept, states applying less than average

rates will find their actual collections are less than potential collec-

tions. States applying rates in excess of the averages will collect above-

average amounts of revenue.

Constitutional or other state or local constraints found in some

states on the taxation of otherwise available taxable resources are

assumed away in this analysis on the theory that the economic resources

constitute a reasonable and viable tax base if used productively in many

other states. In some jurisdictions political or social policy decisions

have eliminated a source in spite of its administrative and economic

feasibility and its availability. While such constraints reduce the

utilization of the tax base, they do not remove the potential for use

as defined herein.

Since there are many variations in the use of each taxable resource --

in the legal definitions of the tax, the tax base, the rates, and such --

it is convenient to accept the Bureau of the Census broad tax categories

and collection data as reported in the various Census publications.

1,3
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The Census gathers annually state and local tax amounts within a frame-

work that groups taxes according to standard definitions. By using the

standard Census compilations rather than diverse categories established

at the state level, it is possible to make meaningful comparisons.

In the Census Bureau's annual publications, state tax collections

are listed by tax source by state. Local property tax collections are

listed by state, but local nonproperty taxes are listed by source as

an aggregate figure for each of the 50 states and the District of Colum-

bia. The totals were allocated to states by source with the help of

sample data supplied by the Census Department. Local collections were

added to state collections to compute state-local tax collections by

source by state.

Finally, adjustment was made in two taxes on the assumption that

net profits from public owned enterprises is a form of tax on the

consumer of the products. Net profits from state and municipally owned

liquor stores and public utilities were added to alcoholic beverage and

public utility selective sales tax collections, respectively, Poten-

tial and unutilized potential collections as reported in this study

were computed from the basic collection data.

In summary, the statistical calculations are achieved in three

steps:

(1) An average rate, based on the most relevant proxy, was com-

puted for each tax for states using the particular source.

(2) The average rate was multiplied by the proxy for each state

to compute a potential tax collection amount.

(3) The actual state-local collection was subtracted from the



7

potential in order to generate an unutilized potential amount. However,

if the actual was more than the potential, no unutilized potential

existed and unutilized potential is reported as zero in the statistical

tables.

SOURCES OF DATA

The basic statistical data needed to support this study were sup-

plied by the U.S. Bureau of the Census. State tax collections were pub-

lished in State Government Finances in 1974, GF74 No. 3. Aggregate local

taxes (for the 50 states and the District of Columbia) by tax source were

published in Governmental Finances in 1973-74, GF74 No. 5 and allocated

to states on the basis of unpublished sample data graciously supplied

by the Bureau.
2

Data on finances of publicly owned liquor stores and

public utilities were published in State Government Finances in 1974

and Governmental Finances in 1973-74, respectively. Data on personal

income and population were reported in the Survey of Current Business

(August 1975) and Current Population Reports, Series P-25, respectively.

Information on tax rates and tax changes enacted by the states in

1974 and 1975 came from published reports of the Commerce Clearing House,

from the Federation of Tax Administrators, and from the states themselves.

2. Special thanks for supplying data prior to publication and unpublished
data that made our allocation effotts possible are extended to Maurice Criz
and Vance Kane of the U.S. Department of Commerce Bureau of the Census.

15
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THE STATISTICAL TABLES

The statistical portion of this report consists of a series of 12

basic tables (Tables 1-12), 25 analytical tables (Tables 13-37) and

eight summary tables (Tables A-H); four other tables (Tables J-M)

present tax rates currently applicable. The numbered tables are iden-

tical to tables presented in State and Local Revenue Potential, 1973.

The summary tables present the same data as the lettered tables in the

1973 report, but are lettered differently. A number of comparative

devices have been employed to assist the users of the report.

State and local taxes are compared in terms of both personal income

and population. Both measures are useful and widely used, but for tax

effort comparisons, income is perhaps the more appropriate. The primary

argument in favor of the use of income is that taxes are ultimately

paid out of current income. A second argument is that personal income

seems to have a measurable relationship to most tax bases. As a measure

of tax effort population is less useful because a population's capacity

to pay taxes is not related to numbers, but depends on the level of its

income.

The average level and the distribution of personal income, as well

as the aggregate level, influence a population's tax capacity and the

level of effort a state may be inclined to apply. Table 19 reflects, in

addition to collections as a percentage of income (Column 1), an effort

ranking which reflects per capita personal income levels (Column 4). In

simple terms, this ranking shows that a tax effort equal to 10 percent

of personal income is a greater burden if average income is low than if

it is high.
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In neither measure is the possibility of tax "exporting" or the

differences in distribution of incomes among the taxpayers considered.

In Table 35 the distribution of taxpayers paying federal personal income

tax by state by adjusted gross income class is shown. Both tax produc-

tivity and tax burden distribution are influenced by income distributions.

The tax burden is probably directly related to the percentage of tax-

payers in the lower income classes. This is especially significant for

regressive taxes and less significant for progressive taxes.

Tax effort or burden is also influenced by the dependence of a juris-

diction on revenues from nontax sources and on federal revenues (grants-

in-aid and shared taxes). Some states, by choice, garner relatively

greater amounts of revenue from nontax sources and some are able to exact

relatively great amounts of federal funds. The states' efforts and

abilities in these areas are listed in Table 19 (Columns 2and 3). Results

shown here may help explain state differences,in tax efforts reflected in

other tables.

Some public officials may want to compare underutilization of some

tax sources with overutilization of other tax sources. Tables 20 through

34 list both the over and underutilization of taxes by major source for

the SREB states and the net over or underutilization. Table 36 shows the

net unutilized capacity (only) for all states and the District of Columbia.

This table also presents the total of actual collections and net unuti-

lized capacity as a measure of aggregate tax capacity. Additional columns

in the table indicate the percent of capacity unutilized and the capacity

and utilization per capita and per $1,000 of personal income by state.

In general the greatest net underutilization is found in the SREB states
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and in a few midwestern states while the greatest overutilization is

found in the northeastern and far western states.

SOME GUIDES IN UTILIZING THE REPORT

In this study the measuria_ol each tax potential is represented by

a proxy (personal income, etc. However, the relationship may not always

be as close as desired. For example, the relationship of the property

tax base and the corporate income tax base may vary from state to state

and from time to time.

Some types of taxes are not uniformly available in all states.

Sometimes this is highlighted by the use of the proper proxy. For exam-

ple, a few states with extensive extractive industries can use severance

taxes productively; others, poor in natural resources, cannot. The dif-

ferences show up in the proxy, the value of severed products.

A few states can tax the tourist industry extensively (Florida and

California, especially) and the securities exchange business is largely

concentrated in New York. These activities enhance revenues in the for-

tunate states. Finally, social aversion to participating in certain tax-

able activities (e.g., indisposition to consume alcoholic beverages or to

participate in gambling activities) inhibit tax collections in some states,

while in one state, Nevada which has gambling taxes, the disposition to

participate in similar activities is vigorously exploited. These dis-

positions may not influence the proxies but may have substantial effect

on the productivity of taxes.

While this is essentially an effort study, some attention is given

to tax burdens and burden distribution. Data in Tables 19 and 35 offer
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some assistance to the decision makers in assessing the gross tax burden

in relation to total and per capita personal income and to the distribu-

tion of federal adjusted gross income.

The study seems to imply that each state should be able to maintain

its current level of tax collections from sources for which the state's

effort is average or above, and still increase collections from sources

for which its efforts are below average. A referente to Tables 20-34

and 36 indicates that this is not necessarily so. Taxpayers paying high

taxes of a particular type (e.g., consumption) would have their capacity

to pay other taxes (e.g., income or property) seriously impaired. The

overall level of taxation and the net over or under-utilization must be

considered. In some states more than in .others, taxpayers are contribut--

ing more to the public treasury relative to their ability to pay.

Finally, the distribution of personal income and the distribution

of the tax load should be considered in tax policy. Burdens and efforts

are especially onerous if the tax system is regressive and the personal

income distribution is skewed toward the low income taxpayers.
3

The

burdens (in contrast to the impact) of business taxes must also enter

into the assessment process. Some states find it relatively easy to levy

taxes that can be largely "exported" to nonresidents. It may be difficult

to justify a tax increase in states in which above average total effort

is being made even if specific areas of below average effort are evident.

3. A tax is regressive if the tax liability as a percentage of income
increases as taxpayer income decreases. A tax is proportional if the
percentage of income paid in taxes remains constant for all income levels.
A tax is progressive if the percentage of income paid in taxes increases
as income increases.
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It is even more difficult to justify a tax increase if a large share of

the tax burden falls on low income resident taxpayers.

Tax burdens may be related to the average personal income and to

its distribution as well as to total personal income. An aggregate tax

levy of 10 percent of personal income may not be as burdensome in states .

where per capita income is high and more taxpayers are in the upper income

classes than in states which are less fortunate. However, the less

fortunate and currently less tax burdened states in this respect may find

it necessary to levy additional taxes in order to provide a reasonable

possibility of providing adequate services to promote stable economic

growth.

AN OVERVIEW, 1967 TO 1974

The statistics in Table A indicate that state and local tax collec-

tions in 1974 were up 116 percent over the 1967 level, increasing from

$61,429 million to $132,501 million. Over the period, however, the growth

rate has slowed. From 1967 to 1970, the growth averaged 14.7 percent;

from 1970 to 1973, the average was 13.0 percent; and from 1973 to 1974,

the growth was only 7.8 percent. Percentage increases seem to be related

closely to the responsiveness of taxes to economic growth and overall

productivity. The most responsive tax, the individual income tax, was

the leader, followed by the corporation income taxes, general sales taxes,

and property taxes. Indirect (business) taxes and direct taxes seem to

have grown about equally, though no accurate evaluation of comparative

growth is available.

Over the years 1967 to 1974, unutilized potential has increased for

every major tax category. The overall growth of 112 percent, from $11,645

20
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million in 1967 to $24,645 million in 1974, centers mostly in three tax

categories, one related directly and positively to personal income--the

individual income tax--and one to sumptuary taxes--the selective sales

taxes. The third one was the major local (property) tax for which no

alternative source was available to finance growing local expenditure

demands. In 1974, the unutilized potential for corporation income taxes

was reduced due to high corporation profits in 1973. The fuel shortages

and higher prices that restricted the number of vehicles led to a sub-

stantial growth in motor vehicle fuel taxes' unutilized potential. The

growing general sales tax exemptions were perhaps responsible for the

substantial increase in unutilized potential for the general sales taxes.

AN OVERVIEW OF 1973 AND 1974

Personal income in the 50 states and the District of Columbia increased

by 5.8 percent in 1974 over 1973 while state and local taxes as measured

in this report increased by 7.8 percent. This implies a statistically

insignificant change in taxes as a percentage of income. In general,

states in the East and West were most successful in reducing tax effort

as measured by personal income. Ten of 12 North Central states increased

efforts while the SREB and Mountain states were fairly evenly divided

between those increasing or not reducing efforts and those decreasing

their state-local tax effort.

In 1974 states utilized 95.6 percent of their capacity as opposed

to 95.8 percent in 1973. In per capita terms, tax capacity in 1974

equalled $656, leaving $29 unutilized. Respective figures for 1973 were

$611 and $26. Capacity per $1,000 of personal income was $121 in both

23
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1973 and 1974. However, utilization decreased from $116 in 1973 to

$1.15 in 1974.

Percentage growth in the general sales taxes for both collections and

unutilized potential are indicated by data in Tables A and B. Motor

vehicle fuels taxes showed the least revenue growth and were almost equal

in unutilized potential growth, possibly due to fewer miles traveled by

the average automobile. Overall growth in collections and potential was

substantially equal, 7.8 percent to 7.2 percent, respectively.

TAX COLLECTIONS IN FISCAL 1974

State and local tax collections and related unutilized potential

collections by state and by source along with comparative tax efforts

are reported in 37 statistical tables. In this section major sources are

summarized by geographic region in eight letter-designated tables. The

reader can refer to the tables headed with numbers for specific state

data. In some cases, normal annual collections are inflated by windfall

amounts. In others tax rates or base changes may have increased or

reduced collections for only a portion of the year. No attempt is made

to note all such instances.

Tax Collections and Unutilized Potential

State and local tax collections increased to $132,501 million in 1974,

from $122,889 million in 1973. The 7.8 percent growth was substantially

below the 11.3 percent registered from 1972 to 1973. The increases by

type of tax are listed in Table A and by geographic region in Table C.

Rate and base changes were of relatively minor influence in increasing

taxes, but of some influence in reducing taxes in a few states during

2 4
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the year. Relative growth by source reflected largely the degree of res-

ponsiveness to economic growth. Motor vehicle related taxes were also

affected by the fuel shortages. Corporation income taxes reflected the

continued favorable corporate profits figure through the first half of

1974.

Property tax growth was no doubt limited by the introduction of

federal revenue sharing. Growth in tax collections in excess of the 7.8

percent national average was registered in three geographic regions, the

Southern Regional Education Board states, the Mountain states, and the

North Central states. These regions reacted less to reduce taxes in the

face of pending surpluses, and they depended more on consumption and busi-

ness taxes which performed well during the year.

Unutilized tax potential increased less rapidly than did collections.

As expected unutilized potential growth was least in regions where tax

increases were greatest. Thus, the North Central states, the Southern

Regional Education Board states and the Mountain states lagged behind

the national average while the remaining regions exceeded it. In total,

the unutilized potential increased to $24,645 million from $22,994

million, an increase of 7.2 percent. Three major sources accounted for

70.1 percent of collections and 73.2 percent of the unutilized potential

in 1974. They were the general sales and gross receipts taxes, the

property taxes and the individual income taxes.

In the following pages, the performance of the states in employing

the major tax sources is examined individually.

1r-4
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The General Sales and Use Taxes (Tables 1 and 13)

Whether a state garners revenue in excess of or below the national

average as computed by use of a proxy base is determined primarily by

the rate level, the extent of the base and the vigor of the adminis-

tration. State rates for general sales taxes vary from 2.0 percent to

7.0 percent. Also, 26 states permit the use of additional local rates.

Widespread use of these rates is found in Alabama, California, Illinois,

North Carolina, Ohio, Oklahoma, Tennessee and Texas. In several other

states, major counties or cities demonstrate heavy dependence on this

source. In a few states, the local rates are almost universal, and

Alaska has only a local rate. In many states, major items related to

manufacturing, pollution control and agriculture are subject to special

lower rates.

While tax bases for the general sales taxes are complex, a casual

examination can isolate major items of exclusion or inclusion which are

major determinants of productivity. Such items include the extent of

taxation of food, drugs and utilities; the extent of taxation of the

sale of services; and the extent of taxation of items utilized in busi-

ness activity. Motor vehicles are also given special treatment in a few

cases. A few states tax gasoline under both the general sales taxes and

the selective gasoline sales taxes. Four states (Delaware, Montana,

Oregon and New. Hampshire) continued to finance their governments without

resorting to general sales taxation.

General sales tax revenues increased to $26,314 million from $22,992

million in 1973, a 14.4 percent increase, while unutilized poteatial grew

to $3,394 million, an almost identical percentage growth (14.2 percent).
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The New England states continued to be relatively light users of this

source (See Table D). The areas and states making substantial collec-

tion gains reflected slowly rising unutilized potential amounts with the

exception of the Pacific states. In this case growth in sales tax capa-

city permitted growth in both areas.

Data in Table D indicate that the western part of the United States

employs general sales taxes rather extensively. The Middle Atlantic

states of New York and Pennsylvania use the source intensively at both

the state and local levels. With the exception of Maryland and Virginia,

the SREB states also make widespread use of the source. In total, the

data of Table 1 indicate that 22 states overutilize the source to some

degree, eight of which are SREB states. For states using the tax,

collections per $1,000 of pe:sonal income increased to $23.38 in 1974

from $22.18 in 1973.

The Selective Sales Taxes (Tables 2 and 14)

Collection data and unutilized potential collections for four major

selective sales taxes and "all other" selective sales taxes are presented

in Table 2 and analyzed and summarized in Tables 14 and E. In 1974,

collections amounted to $12,638 million, an increase of 4.2 percent over

1973 collections. In every category, tax collections per $1,000 of

personal income were reduced in 1974. The result was a nominal growth

in unutilized potential in spite of only a few rate increases.

Net profits of publicly owned utilities and liquor stores are defined

as taxes and included in the measure of taxes in this report. States

garnering such revenues which can be included conceivably in governmental

general revenues are listed in the notes to Table 2.
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Alcoholic beverage, cigarette, and insurance premiums sales taxes

are reported in every state and the District of Columbia. One state

(Massachusetts) did not report revenue from public utility taxes or

profits. In general, productivity of these taxes depends heavily on the

level of the rates. In about one-third of the states sale of tobacco

products other than cigarettes are taxed.

Because of continued low cigarette tax rates in North Carolina (2

cents), Kentucky (3 cents) and Virginia (2.5 cents), the SREB states

continued to rank low in tobacco tax collections. Per capita collections

and unutilized potential increased from 1973 to 1974, collections from

$57.80 to $59.78 and unutilized potential from $12.32 to $12.61. However,

collections per $1,000 of personal income were reduced to $11 from

$11.47; in 1973 unutilized potential per $1,000 of personal income fell

also, to $2.32 from $2.44.

Overall, the SREB states continued to demonstrate the most intensive

use of selective sales taxes. These states reduced appreciably their

unutilized potential in 1974.

Death and Gift Taxes (Table 3)

In all states (except Nevada which does not employ this tax source)

the tax rates are graduated and separate rate schedules are used for heirs,

depending on their relationship with the deceased or donor.

Some states levy a death tax solely for purposes of recovering the

federal tax credit--the so-called "pick-up" tax. Other states employ an

additional estate or inheritance tax or both. Sixteen states levy a gift
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tax.
4

Five states (Alabama, Alaska, Arkansas, Florida and Georgia) use

the "pick-up" tax only, two states (South Dakota and West Virginia) use

an inheritance tax only; two states (Oregon and Rhode Island) employ all

three types of levy; two states (Mississippi and North Dakota) use an

estate tax only; seven states (Arizona, New York, Ohio, Oklahoma, South

Carolina, Utah and Vermont) use an estate and "pick-up" tax.

Over one-third of the taxes were collected in the New England and

Middle Atlantic states in which no unutilized potential is evident.

Another two-fifths of the taxes were collected in the North Central and

the SREB states in which 90 percent of the unutilized potential was

found. Taxes per $1,000 of personal income declined to $1.25 in 1974 from

$1.36 in 1973.

The Property Taxes (Tables 4 and 15)

The Northeastern states continued to use the property tax more inten-

sively than any other area in 1974, and it was the only region in which

no unutilized potential existed. On the other hand, the SREB states demon-

strated the least intensive use and the greatest unutilized potential.

No SREB state achieved its potential, and four states collected less than

half the amount suggested by the use of the average national rate.

In spite of the poor showing, the SREB growth rate was impressive,

thus minimizing the increase in unutilized potential. The increase in

unutilized potential was striking in the Middle Atlantic and Mountain

4. California, Colorado, Delaware, Louisiana, Minnesota, North Carolina,

Oklahoma, Oregon, Rhode Island, South Carolina, Tennessee, Texas, Virginia,

Vermont, Washington and Wisconsin.

3
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states where collections grew only moderately (Table F). Between 1973

and 1974 per capita collections in the nation increased from $216 to $226

and per capita unutilized potential from $30.36 to $31.66. On the other

hand, collections per $1,000 of personal income fell by approximately

$1.00 and unutilized potential, a few cents.

While property taxes remained the most important source of state

and local revenue, the percentage of taxes garnered from this source

declined from 36.9 in 1973 to 36.0 in 1974. Even some of the moderate

growth in collections was illusory. The aggregate collections as reported

may be reduced by property tax relief that in many states appears as an

expenditure item or as a credit against another tax rather than as a

reduction in property taxes. All 50 states and the District of Columbia

have some form of property tax relief aimed specifically toward the aged,

disabled, or low income; in two-thirds of the states, it is granted at

the state level.

Because of these complex procedures in collections and relief, it

is difficult to compare accurately the tax effort from state to state

or from region to region. However, there is little doubt that a regional

difference in effort does occur.

The Individual Income.Taxes (Tables 5 and 16)

Practices in the use of individual income taxes did not change much

from 1973 to 1974 except that a few states, California in particular,

reduced rates or provided new and increased exemptions because of pending

budget surpluses. Six states (Florida, Nevada, South Dakota, Texas,

Washington, and Wyoming) still did not employ the tax, and four states

3 4
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(Connecticut, New Hampshire, New Jersey and Tennessee) used it sparingly.

The remaining 40 states have broad-based income taxes but the intensity

of imposition varies considerably. In addition to the state rate , ten

states (Delaware, New York, Pennsylvania, Michigan, Missouri, Ohio,

Alabama, Kentucky, Maryland and California) permit a local levy in on

or more jurisdictions. Thirty-five states employ progressive rate

structures and five (Illinois, Indiana, Nebraska, Ohio and Pennsylvania)

employ flat rates.

The two major controllable influences on tax productivity are the,

tax rate structures and deduction and exemption policies. An examination

of these factors will generally provide the key to productivity levels.

Productivity, however, may be influenced by the distribution of tax-

able income. If a high proportion of the taxpayers is in low income

classes, other things being equal, productivity will be low.; moreover,

a great number of low income families may restrict potential use of the

source. Conversely, a great percentage, of taxpayers in the middle and

upper income classes signifies that the_tax will be productive. The dis-

tribution of taxpayers for federal income tax purposes by adjusted gross

income class in 1972. s shown in Table 35.

The SREB states made less use of the individual income tax in 1974

than other regions, primarily because Florida and Texas failed to use it,

and Tennessee used it only sparingly. Exemption policies in Louisiana

and Mississippi restricted the productivity in those states. Only

Maryland collected above average amounts of revenue from this source.

Collections increased in 1974 in every geographic region except the

Pacific region. California reduced its tax effort by instituting sub-
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stantial tax credits which resulted in a gain in unutilized potential

for the Pacific region. On the other hand, two regions (the North Central

and the Mountain states) show reduced underutilization and substantial

revenue growth.

For the nation, collections reached $19,466 million in 1974, up
*

from $17,970 in 1973 (8.3 percent increase). Unutilized potential

reached $7,963 million, an increase of 7.9 percent in 1974.

The Corporate Income Taxes (Tables 5 and 17)

Following two years of growth in excess of 20 percent, corporate

tax revenue growth slowed to one-half that amount (10.8 percent). The

unutilized annual potential growth rate was 3.8 percent in 1974 as opposed

to 13.1 percent in 1973 (Tables H and 17). Collections in 1974 amounted

to $6,040 million while unutilized potential was $1,501 million.

Per capita collections increased to $28.57 in 1974 while collections

per $1,000 of personal income reached $5.26 (Table 17); both figures were

slightly larger than those reported in 1973. A similar small rise in

unutilized potential is evident in per capita terms while a small reduc-

tion in the amount per $1,000 of personal income is seen.

In analyzing state performance, the same factors which may be dominant

in determining productivity for individual income taxes should be examined

for corporate income taxes. Productivity is influenced by the compre-

hensiveness of the gross base, the deduction policies and the tax rate,

as well as the extent of tax credits.

Tax bases and deduction policies are being standardized along federal

lines so that differences in these areas are minimized. Thus, the relative
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rate is the primary significant factor in relative productivity.

In three of the six geographic regions, the Pacific states, the

SREB states, and the Mountain states, revenue productivity and unutilized

potential both exceeded the national average increase of 10.8 percent

and 3.8 percent respectively. In two regions the unutilized potential

remained unchanged in 1974 and in one it was reduced. The Mountain and

the SREB states performed well in corporate income tax collections in

spite of the fact that one SREB state (Texas) and two Mountain states

(Nevada and Wyoming) do not employ the tax. Washington state also did

not use the tax in 1974.

Licenses and Motor Fuels Taxes (Tables 6, 7, and 8)

Tax performance for two major license taxes (alcoholic beverage

licenses in Table 6 and motor vehicle licenses in Table 7) and motor

vehicle fuels taxes (Table 8) are discussed in this section. Other

license taxes are listed in Table 11. Motor fuels taxes are discussed

along with vehicle license taxes (rather than with selective sales taxes

in 'fable 2) because both vehicle related taxes are usually earmarked for

highway construction and maintenance. With one exception, all states

and the District of Columbia employ all three sources.

Alcoholic Beverage Licenses (Table 6)

License taxes are placed by the states on sellers, handlers, and

producers of alcoholic beverage products in every state except Hawaii.

Localities in most states also collect revenue from this source, but dis-

aggregated local collections data are unavailable. Local collections are

included in "other and unallocable taxes" in Table 11.
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The fact that publicly owned liquor stores are not subject to license

fees in all cases may affect productivity in a number of states. In

several states pockets of prohibition and abstinence restrict collections.

In a few states special tax concessions are granted to local producers.

Revenues from this source grew to $142.9 million in 1974. This was

almost one percent above 1973 collections. Unutilized potential declined

to $42.9 million from $44.1 million in 1973. Aggregate capacity for use

of this source in both the New England states and the Western states was

relatively minimal. Consequently, almost 75 percent of the collections

and 80 percent of the unutilized potential were located in the Middle

Atlantic states, the North Central states, and the SREB states.

Motor Vehicle Related Taxes gables 7 and 8)

The motor vehicle related taxes discussed in this section are of

two types--the license taxes and the fuels taxes. The license taxes

may be a flat fee per vehicle, or a graduated fee based on weight or horse-

power. In the case of trucks it may be related to miles driven in the

state. The fuels tax is a gallonage tax ba.,:ed on sales of gasoline or

other fuels used to operate motor vehicles on public highways. Minor

evenues may come from the sale of fuels for use in boats and airplanes.

Motor vehicle related taxes are reported in Tables 7 and 8 and com-

pared according to revenue per registered vehicle. The widespread depen-

dence on motor vehicles for transportation and the fact that the taxes

are related to numbers and use suggest that the tax collections are

related more tcl numbers than to the personal income of the population.

4 1
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An average collection per registered vehicle is the common denominator

used. All states and the District of Columbia use these tax sources.

While several explanations for differences in productivity of these

taxes may be offered, the primary reason is the difference in tax rates.

This may be explained by the fact that some states depend more heavily

than others on motor vehicle use revenue to support their highway pro-

grams. Minor differences result from the varying ratios of automobiles

to trucks and buses. In several states motor vehicles are subjected

to significant property taxes, and fuels to general sales taxes. In

at least 21 states (10 in the SREB region and six in the North Central

Region), local license or inspection fees are permitted. Use of local

motor fuels taxes is less common.

Revenue from license taxes increased to $3,755 million in 1974 from

$3,635 million in 1973 (3.3 percent). The higher collections were rather

evenly spread by geographic regions. On the other hand, unutilized

potential was reduced to $486 million in 1974 from $505 million in 1973.

Unutilized potential was less in the SREB states, the Mountain states

and the Pacific states, nore in the North Central states and substantially

unchanged elsewhere.

Changes in motor fuels tax collections seem to vary from 1973 to 1974

depending on the seriousness of the fuel shortage. Three of the nationfs

favorably situated areas found collections advancing and three less

favorably situated found collections receding. In all cases the movement

was slight. For the nation the collections increased a minimal 1.9 per-

cent. Unutilized potential increased to $525 million from $460 million.

4,
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Severance Taxes (Table 9)

Severance taxes are imposed on the value of natural resources as

they are severed from the land or water. They can be used productively

only'in states having significant amounts of commercial extractive acti-

vities. The most productive taxes are applied in states having high

concentrations of petroleum and gas. In a few states coal production

has or can become a significant tax activity. Production of timber,

fish, shellfish, salt, stone, sand, gravel, iron ore and other minerals

is also taxed, but frequently the tax is regulatory and not expected to

be a major revenue producer.

Because only a few states have significant commercial extractive

industries, the value of severed products is considered to be the proper

measure of tax potential. The common measure is collections per $1,000

of severed products.

Louisiana, Texas and Oklahoma are unique in their ability to exploit

oil and gas severance taxes. Other oil producing states use their poten-

tial less intensively. Kentucky has made use of its potential in coal

severance in the last two years, while Tennessee has a negligible coal

severance tax for local highway use. West Virginia employs a gross receipts

tax on coal production that is reported in the general sales tax figures,

and Minnesota levies a reasonable iron ore severance tax.

Over half of the value of severed products is found in the SREB

states, one-third in Texas and Louisiana. Because these states employ

the tax intensively, the unutilized potential is not concentrated in

the SREB states. Nation-wide collections increased to $1,255 million in

1974 from $850 million in 1973. The substantial increase is likely to
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be repeated in the next few years as states search for new and under-

used tax sources to supplement the major sources.

Transfer Taxes (Table 10)

Transfer taxes are levied on transfers of real estate and on trans-

fers of nontangible wealth (mortgages, stocks, bonds). In some states

the coverage is restricted to real estate, while in others the most pro-

ductive source is stock transfers. Productivity is affected first by

the coverage and second by the rate levels.

New York is in an especially favorable position to garner revenue

from a documentary transfer.tax. Over 42 percent of the total tax

reported for states in 1974 was collected in that state.

Data in Table 10, however, are not fully representative of the

extent of this tax. Some states permit local governments to levy the

tax. Local data are not available on a state basis and are included in

"other and unallocable" taxes in Table 11.

Transfer taxes decreased to $497 million in 1974, a reduction of

almost 14 percent from 1973 figures. Unutilized potential was substan-

tially unchanged, declining by $26 million to $413 million.

Miscellaneous, Other and Unallocable Taxes,
Total Taxes (Table 11)

Two other tax sources, parimutuel and lottery taxes, are used pro-

ductively in a few states. Parimutuel taxes are used reasonably effi-

ciently in a few states in which the traditions of horse and dog racing

are strong. The attraction of the states for tourism also benefits tax

collections. In other states, legal prohibitions still are in effect.
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New York has extended wagering to off-track betting. Parimutuel collec-

tions are listed in Column 1 of Table 11.

State lotteries are being used in about one-fifth of the states and

others are seriously considering their adoption. As with parimutuel

betting, legal prohibitions and lack of social acceptance still exist

in many states.

As with severance taxes, these two sources are relatively underused

in many states and because of this, many states will be examining the possi-

bilities seriously in the next few years.

t,4
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MAJOR TAX ACTIONS IN 1974

In 1974 there were few major tax measures. The economic slowdown

had not affected the tax picture at that time, and tax breaks outnumbered

tax increases.

Only two states increased the general sales and use tax rates.

Arizona changed its rate from 3.0 to 4.0 percent, and California's rate

increased from 3.75 to 4.75 percent (this had been legislated in 1972).

In addition, New York City temporarily raised its rate, and Virginia and

South Dakota broadened their sales tax bases. On the other hand, Connec-

ticut reduced its general rate from 6.5 percent to 6.0 percent, and many

states enacted exemptions. These exemptions were particularly in the

areas of drugs and medical supplies, and special treatment of items for

the elderly (Idaho, Illinois, Indiana and Wyoming) and poot(Colorado

and Nebraska).

In 1974 Illinois authorized municipal and county use taxes not to

exceed 1.0 percent. Taxes for public transit existed in California and

were enacted (upon referendum) in Ohio, Utah and Washington.

No state raised individual income taxes in 1974, and decreases were

effected in New Mexico, Nebraska, Pennsylvania and New Jersey (applicable

to Pennsylvania commuters only). Among the states raising personal exemp-

tions or deductions were Ohio, Montana and Iowa, and various other states

extended credits and deductions in specific areas, particularly to the

elderly.

The corporate income tax rate was increased in Arizona in all tax

brackets, and Vermont graduated its rates which shifted the burden and

effectively raised the amount garnered from this tax. Rates were lowered

4 5



38

in Nebraska and Pennsylvania, and selective relief was granted in a few

other states.

Property tax action was chiefly in the area of relief for the elder-

ly, the poor and the disabled with at least 19 states enacting such

legislation. Realty tax deferral measures were initiated in Massachusetts

and the District of Columbia, again benefiting the lower income and

elderly homeowners. Other prevalent realty tax changes included new

assessment ratios for different classes of property, and use value rather

than market value as the basis for evaluation of argicultural and open

space land.

Increases in the cigarette tax rate were enacted in 1974 in Arizona

and Maine, while Rhode Island exempted all tobacco products excerc ciga-

rettes. Arizona and Montana increased the alcoholic beverage tax rates.

In contrast to 1975, motor fuels taxes were increased in only two states,

Arizona and Pennsylvania, while Delaware continued its increased rate.

Current (1975) rates applicable in all states are shown in Tables J

through M.

MAJOR TAX ACTIONS IN 1975

Tax actions in 1975 have centered on motor fuel taxes and adjust-

ments in exemptions in other taxes. Because of surpluses in funds in

fiscal 1973 and 1974 some state legislatures extended exemptions in spe-

cific tax areas. A number of states removed the sales tax on food and

prescription drugs or enacted income tax credit for sales taxes paid on

such items as medicine and medical and dental services. Circuit breaker

clauses and homestead exemptions for senior citizens and the disabled

were enacted in various property tax modifications in several states,
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and property tax incentives for solar heating systems were enacted by

seven states in 1975. Several states have tried to more equitably dis-

tribute the burden of personal income tax by making adjustments favoring

the low income bracket. With money now becoming much tighter, it is un-

likely that much tax relief will be enacted in the upcoming legislative

sessions.

On the other hand, motor fuel tax rate increases have been passed

by seven legislatures, and several states have raised corporation in-

come tax rates. Increases have been enacted also in alcoholic beverage

tax rates in a few states as well as in some other minor taxes.

General Sales Taxes

Sales taxes are currently in effect in 45 states and the District

of Columbia. Of these, 21 states exempt food consumed off the premises

of the seller, and the District of Columbia imposes a lowered rate on

food. Prescription drugs are exempted by 33 states and the District of

Columbia, with two others (Alabama and South Carolina) making conces-

sions for the elderly. Thu., the regressive effects of the sales tax

have been reduced, with low income families who are burdened by the rising

cost of food and drugs benefiting by a smaller proportion of their income

going to sales taxes. The states with exemptions and tax credits in ef-

fect in 1975 are shown in Table J.

In addition to food and drug exemptions, many minor areas have re-

ceived special attention in the guise of tax equity, which in reality

has resulted from pressure group activities. Examples of special exemp-

tions are sales tax exemptions for leased vessels used in the production

4
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of minerals (Louisiana) and farm chemicals (Illinois).

The Arkansas legislature authorized the imposition of a sales and

use tax on retail sales in cities with a population of more than 30,000

which are located in a county with boundaries adjoining some other state;

within 30 days after adoption of the tax an election must be held on the

question of whether the tax should be imposed. Washington authorized

additional local sales and use taxes to finance public transportation.

New York City has extended its sales tax rate of 4 percent through

June 30, 1976, after which it will drop to 3 percent. New York City

also imposes the sales tax on many services, and Connecticut extended

its sales tax to certain services.

Sales tax rates range between a high of 7 percent in Connecticut

and a low of 2 percent Oklahoma, and the median rate for all states is

4 percent. Rates in effect in all states are shown in Table K. In the

SREB states, Kentucky and Mississippi are high with 5 percent rates,

while six states (Arkansas, Georgia, Louisiana, North Carolina, Virginia

and West Virginia) have low rates of 3 percent.

Individual and Corporate Income Taxes

Individual income tax rates were raised in three states and adjus-

ted in some others in 1975. Michigan increased its rate on individuals,

estates and trusts from 3.9 percent to 4.6 percent of taxable income ef-

fective May 1, 1975; this rate is scheduled to drop to 4.4 percent on

July 1, 1977. Rhode Island increased its income tax rate from 15 percent

to 17 percent of federal income tax liability effective with the 1975

taxable year. Nebraska's income tax rate was raised from 10 percent to

4j,
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TABLE J

STATE SALES TAXES

Food and Drug Exemptions
And Related Income Tax Credits

(May 1, 1975)

Exemptions Related
Income

Prescription Tax
State Food Drugs Credit

Alabama a

Arizona X

Arkansas
California X X

Colorado X X

Connecticut X X

Florida X X

Georgia
Hawaii X

Idaho X X

Illinois
Indiana X X

Iowa X X

Kansas
Kentucky X X

Louisiana X X

Maine X X

Maryland X X

Massachusetts X X

Michigan X X

Minnesota X X

Mississippi X

Missouri
Nebraska X

Nevada X

New Jersey X X

New Mexico
New York X X

North Carolina X

North Dakota X X

Ohio X X

Oklahoma
Pennsylvania X X

Rhode Island X X

South Carolina
South Dakota X

X

X
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TABLE J

STATE SALES TAXES
(Continued)

State

Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
District of Columbia

Exemptions

Food

X

X

X

e

Prescription
Drugs

X

X

X

X

X

X

Xd
X

Related
Income
Tax

Credit

X

X

X

a. Persons over 65.
b. Two credits: medical expenses, state and local taxes.
c. Persons over 50 or permanently and totally disabled.
d. Effective July 1, 1975.
e. Food, formerly taxed at a 2 percent rate, will be exempt effective

December 1, 1975, except for vending machines and food consumed
on the premises.

Source: Federation of Tax Administrators, Tax Administrators News, May,
1975, Vol. 39, No. 5, and Commerce Clearing House, Inc., State Tax
Review, Vol. 36, No. 43, p. 1, October 28, 1975.
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TABLE K

STATE GENERAL SALES TAX RATES
(July 1, 1975)

State

Current
Rate

(percent) State

Current
Rate

(percent)

Alabama
Arizona
Arkansas
California
Colorado
Connecticut*

4.00
4.00
3.00
4.75
3.00
7.00

Missouri
Nebraska
Nevada
New Jersey
New Mexico
New York

3.00
2,50
3.00
5.00
4.00
4.00

District of Columbia 5.00 North Carolina 3.00

Florida 4.00 North Dakota 4.00

Georgia 3.00 Ohio 4.00

Hawaii 4.00 Oklahoma 2.00

Idaho 3.00 Pennsylvania 6.00

Illinois 4.00 Rhode Island 5.00

Indiana 4.00 South Carolina 4.00

Iowa 3.00 South Dakota 4.00

Kansas 3.00 Tennesseea 3.50

Kentucky 5.00 Texas 4.00

Louisiana 3.00 Utah 4.00

Maine 5.00 Vermont 3.00

Maryland 4.00 Virginia 3.00

Massachusetts 3.00 Washington 4.50

Michigan 4.00 West Virginia 3.00

Minnesota 4.00 Wisconsin 4.00

Mississippi 5.00 Wyoming 3.00

* Rate changed in 1975.

a. The decrease in the rate to 3 percent originally scheduled to be
effective July 1, 1975, has been postponed until July 1, 1976.

Source: Commerce Clearing House, Inc., State Tax Review, Vol. 36,

No. 27, pp. 3, 4, July 8, 1975.
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12 percent of federal tax. New Jersey imposed a graduated tax on capital

gains and other items of unearned income.

On the other hand, North Dakota modified the tax it is collecting

by allowing a credit of 25 percent of the income tax liability but not

more than $100 of credit; this applies to taxable years 1975 and 1976

and is called "inflation credit." Oregon, New Mexico, and Idaho amended

credits and deductions, and Iowa shifted tax burdens by reducing the

rates in lower tax brackets and increasing the rates in higher brackets.

At the present time 44 states impose individual income taxes

statewide; of these, 12 are SREB states. The Internal Revenue Code as

currently in effect is the base for computation of taxes in 20 states,

while the base for 12 states is the code in effect as of December 31, 1974,

or January 1,1975, (or other recent years).

A few states have made adjustments in their corporate income tax

rates. Effective December 31, 1974, there was an increase from 5.5 per-

cent to 7.25 percent in New Jersey's corporation business tax on net

income. Also effective at the beginning of the year in Nebraska were

increases from 2.5 percent for all corporations to 3 percent for corpor-

ations with taxable income of $25,000 or less and 3.3 percent for cor-

porations with taxable income over $25,000. In Connecticut the corporate

business tax rate was increased from 8 percent to 10 percent; Connecticut

also raised its "additional" corporate business tax rates which vary with

the kind of business being taxed. The base for corporate ,income tax in

these states is the current Internal Revenue Code.

A gradual increase in corporate tax rates was authorized in Oregon

with the initial increase being from 6 percent to 6.5 percent; finan-

r-
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cial institutions which were formerly taxed at 8 percent are now subject

to the corporate excise (income) tax. Effective January 1, 1976, Michi-

gan will have in effect a single business tax with a rate of 2.35 percent

on the adjusted tax base; this is applicable to every individual, corpora-

tion, partnership, financial institution, and estate and trust with

business activity located in or apportioned to Michigan. New Jersey

also has extended its business taxes to include banking corporations

while in Georgia the tax treatment of banks, trust companies and savings

and loan associations was revised to exempt these institutions from pay-

ing the corporation income taxes (effective January 1, 1975). In the

Distx'ct of Columbia, the corporation income and unincorporated business

tax rates will increase from 8 percent to 12 percent beginning January 1,

1975, for one year. Gross receipts and earnings tax rates are raised

on utility companies, savings banks, building associations, and certain

other financial institutions.

Other Taxes

In Table L the present motor fuel tax rates are shown. More

changes have been made in these rates this year than those of any other

tax. In this way states have been able to capitalize on the energy

shortage.

Another direct result of the energy shortage is the new approach to

property taxes which establishes tax incentives for solar energy systems.

Indiana was the first to provide a tax deduction for solar heating systems'

(1974) and in 1975 seven states followed this lead. States having some

type of legislation favorable to establishing solar heating and cooling

systems are Colorado, Maryland; Montana, New Hampshire (subject to voter

53
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approval), North Dakota, Oregon and South Dakota. No doubt other states

will enact similar legislation in 1976.

A number of states broadened or increased property tax exemptions

or credits to senior citizens or the disabled in 1975. These included

Maine, New Hampshire, Kansas, Illinois, North Dakota, Utah, Arkansas,

Ohio, New Jersey (subject to a referendum), Iowa, and Nevada. Illinois

extended tax relief for the elderly to homestead improvements in counties

with one million or more population.

Current cigarette tax rates in effect are shown in Table M.

Only Maryland, Massachusetts, Rhode Island and the District of Columbia

changed these rates during 1975.

California, Oregon, New Hampshire and Massachusetts increased taxes

on alcoholic beverages in 1975. Oregon, Maine and Maryland increased

inheritance tax rates, while Rhode Island increased the inheritance tax

exemptions.
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TABLE L

MOTOR FUEL TAX RATES
(July 1, 1975)

State

Rate
(cents per gallon)

State

Rate
(cents per gallon)

Gasoline Diesel Gasoline Diesel

Alabama 7.00 8.00 Missouri 7.00
a

7.00

Alaska 8.00 8.00 Montana* 7.75 9.75

Arizona 8.00 8.00 Nebraska 8.50 8.50

Arkansas 8.50 9.50 Nevada 6.00 6.00

California 7.00 7.00 New Hampshire 9.00 9.00

Colorado 7.00 7.00 New Jersey 8.00 8.00

Connecticut 10.00 10.00 New Mexico 7.00 7.00

Delaware* 9.00 9.00 New York 8.00 10.00

District of North Carolina 9.00 9.00

Columbia 8.00 8.00 North Dakota 7.00 7.00

Florida 8.00 8.00 Ohio 7.00 7.00

Georgia 7.50 7.50 Oklahoma 6.58
d

6.58
d

Hawaii* 11.50-13.50c 11 50-13.50
c

Oregon 7.00 7.00

Idaho 8.50 8.50 Pennsylvania 9.00 9.00

Illinois 7.50 7.50 Rhode Island* 10.00 10.00

Indiana 8.00 8.00 South Carolina 8.00 8.00

Iowa 7.00 8.00 South Dakota* 8.00 8.00

Kansas 7.00 8.00 Tennessee 7.00 8.00

Kentucky 9.00 9.00 Texas 5.00 6.50

Louisiana 8.00 8.00 Utah 7.00 7.00

Maine 9.00 9.00 Vermont 9.00 0.00

Maryland 9.00 9.00 Virginia 9.00 9.00

Massachusetts* 8.50 8.50 Washington 9.00 9.00

Michigan 9.00 7.00 West Virginia 8.50 8.50

Minnesota* 9.00 9.00 Wisconsin 7.00 7.00

Mississippi 9.00 10.00 Wyoming 7.00
e

0.00

* Rate changed in 1975.

a. An additional 1.5¢ tax was authorized but not effectuated.

b. Effective November 1, 1976, the gasoline tax rate is increased from
8.0¢ to 10.0¢ per gallon.

c. Varies by county. Rates effective after May 1, 1975, and prior to

July 1, 1976.
d. An 8.0¢ gasoline and diesel fuel tax rate will be voted on in the

November 1976 referendum. If it is approved it will become effective

January 1, 1977.

e. Effective March 1, 1976, the gasoline tax rate will be 8.0¢ per gallon.

Source: Commerce Clearing House, Inc., State Tax Review, Vol. 36, No. 27,

pp. 3, 4, July 8, 1975, and Vol. 36, No. 30, p. 2, July 29, 1975; and

State Tax Guide, p. 4015.

t)t)1---



48

TABLE M

CIGARETTE TAX RATES
(July 1, 1975)

State

Rate
(cents per
package) State

Rate
(cents per
package)

Alabama 12.00 Missouri 9.00
Alaska 8.00 Montana 12.00
Arizona 13.00 Nebraska 13.00
Arkansas 17.75 Nevada 10.00
California 10.00 New Hampshire 12.00
Colorado 10.00 New Jersey 19.00
Connecticut 21.00 New Mexico 12.00
Delaware 14.00 New York 15.00
District of North Carolina 2.00

Columbia 6.00 North Dakota 11.00
Florida 17.00 Ohio 15.00
Georgig 12.00 Oklahoma 13.00
Hawaii 40 percent Oregon 9.00
Idaho 9.10 Pennsylvania 18.00
Illinois 12.00 Rhode Island* 18.00
Indiana 6.00 South Carolina 6.00
Iowa 13.00 South Dakota 12.00
Kansas 11.00 Tennessee 13.00
Kentucky 3.00 Texas 18.50

Louisiana 11.00 Utah 8.00

Maine 16.00 Vermont 12.00
Maryland* 10.00 Virginia 2.50
Massachusetts* 21.00 Washington 16.00
Michigan 11.00 West Virginia 12.00
Minnesota 18.00 Wisconsin 16.00

Mississippi 11.00 Wyoming 8.00

* Rate changed in 1975.

a. Effective December 1, 1975, the District of Columbia rates will in-
crease from 6.0¢ to 10.0¢ per package.

b. The Hawaii rate is a percentage of the wholesale price.

Source: Commerce Clearing House, Inc., State Tax Review, Vol. 36,
No. 27, pp. 3, 4, duly 8, 1975, and p. 1, October 28, 1975.
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SUMMARY AND CONCLUSIONS

The data presented in the tables of this report indicate that tax

growth has slowed relative to the economy for the second year. While

taxes as a percent of personal income did not decline much, neither did

they increase, as has been the long run trend. The major tax increase

was in the severance taxes, largely a result of higher prices for natural

resources. Most tax collections increased at rates below those of recent

years because of (a) the energy shortage, (b) tax reductions or tax

relief in several states or (c) the downturn in the economy.

In several instances, taxes grew somewhat slowly and unutilized poten-

tial failed to show expected growth because all states used the source

less intensively. Average collections as measured by the proxy base

declined.

Relative tax burdens among the states according to the measure in

Table 19, Column 4, did not shift much. The five states with the heaviest

burdens in 1973 remained the top five in 1974. Citizens of Alaska and

the District of Columbia remained among the least burdened in 1974 and

were joined by Connecticut, New Jersey and Ohio. Delaware, North Dakota

and Nebraska increased their burdens.

The tax burden of the. SREB states continued to be the least in

relation to total personal income and that of the Middle Atlantic states

was the greatest. The three regions with the highest burden reduced

taxes from 1973 to 1974, while the three regions with the lowest burden

increased average taxes as a percent of personal income. Thus, taxes

nation-wide became more equal.



50

Discussion in this report has centered only on underutilization of

a particular tax source without due consideration to overutilization of

other sources. Tables 20 through 34 report both overutilization and

underutilization by tax source and net over or underutilization for

SREB states. Net over or underutilization is reported by state in

Table 36, Column 2. In eight states net overutilization is indicated.

In the New England states and the Pacific states net overutilization for

the entire region is evident.

Collections listed in tables of this report are not affected by 1975

state or local actions and only partially by those taken in 1974. Major

new tax actions--those significantly affecting collections -are reported in

two sections preceding this summary. In an examination of a state's cur-

rent position such new tax actions must be considered.

r :0".
k I/ 0
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STATISTICAL TABLES
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NOTES AND SOURCES FOR TABLES
(Figures in columns and rows may not add to totals

because of rounding and truncating)

TABLE 1

The average rate per $1,000 of personal income for states using
this tax is $23.38.

Figures for the following states include local as well as state
general sales tax collections: New York, Illinois, Kansas, Minnesota,
Missouri, Nebraska, Ohio, South Dakota, Alabama, Arkansas, Georgia,
Louisiana, North Carolina, Tennessee, Texas, Virginia, Arizona,
Colorado, Nevada, New Mexico, Oklahoma, Utah, California and Washington.
Alaska has a local general sales tax but no state tax.

SOURCE: Population, U.S. Bureau of the Census; Personal Income,
Survey of Current Business, August 1975, Tables 1 and 2; State Collec-
tion data, U.S. Department of Commerce, Bureau of the Census, State
Government Finances in 1974, Series GF74, No. 4,August 1975, Table 7;
Local Collection data, U.S. Department of.Commerce, Bureau of the
Census, Government Finances in 1974, data furnished prior to publication;
and estimates based on disaggregated local tax collection data furnished
by the U.S. Department of Commerce Bureau of the Census.

TABLE 2

The average per $1,000 of personal income for states using these
taxes is as follows: for alcoholic beverages, $2.09; for tobacco
products, $2.93; for insurance taxes, $1.46; for public utility taxes,
$3.52; and for other selective sales taxes, $1.14. Alcoholic beverage
taxes include profits from state operated stores. Public utility taxes
include profits from publicly owned utilities.

In Minnesota, North Carolina, and South Dakota net profits from
municipal liquor stores are not included in alcoholic beverage tax
computations. Profits from state liquor stores are included in the
following states: Maine, New Hampshire, Vermont, Pennsylvania, Iowa,
Michigan, Ohio, Alabama, Mississippi, Virginia, West Virginia, Idaho,
Montana, Utah, Wyoming, Oregon and Washington.

SOURCE: See Citation for Table 1.

TABLE 3

The average rate per $1,000 of personal income for states using
this tax is $1.25.

SOURCE: See Citation for Table 1.
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TABLE 4

The average rate per $1,000 of personal income is $41.58.

No state property taxes were collected in Connecticut, Rhode Island,

South Dakota, Tennessee, Oklahoma or Hawaii.

TABLE 5

The average rate per $1,000 of personal income for states using

these taxes is: for individual income taxes, $20.84; and for

corporate income taxes, $5.67. Local business net income taxes are

included in individual income taxes. In computing the average rate for

individual income taxes, states not employing a broad based tax were

excluded. These were Connecticut, New Hampshire, New Jersey and

Tennessee.

Figures for the following states include local individual and

business income taxes: Delaware, New Jersey, New York, Pennsylvania,
Illinois, Michigan, Missouri, Ohio, Alabama, Kentucky, Maryland and

Virginia.

SOURCE: See Citation for Table 1; and State Tax Collections in

1974, Series GF74, No. 1, Table 8.

TABLE 6

The average rate per $1,000 of personal income for states using

this tax is $0.13.

SOURCE: See Citation for Table 1.

TABLE 7

The average rate per registered vehicle is $28.72.

Figures include local motor vehicle and operators license taxes

if collected.

SOURCE: See Citation for Table 1; and Automobile Facts and Figures

(Detroit: Motor Vehicle Manufacturer's Association, 1975), p. 25.

TABLE 8

The average rate per registered vehicle is $63.31.

Figures for the following states include local motor fuels taxes:
New York, Alabama, Florida, Mississippi, Nevada and Hawaii.

SOURCE: See Citations for Tables 1 and 7.

1
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TABLE 9

The average rate per $1,000 of value for states using this tax is
$47.36.

SOURCE: See Citation for Table 1; and U.S. Department of the
Interior, Minerals Yearbook, 1972, Volume I (Washington, D.C.: U.S.
Government Printing Office, 1974), Table 4, p. 88; U.S. Department of
Commerce, Current Fishery Statistics, No. 6100, Fisheries of the United
States, 1972 (Washington, D.C.: U.S. Government Printing Office,
March 1973), p. 22; and U.S. Bureau of the Census, Census of Agricul-
ture, 1969, Volume II, General Report, Chapter 7, Value of Products,
Economic Class, Contracts (Washington, D.C.: U.S. Government Printing
Office, 1973), Table 3.

TABLE 10

The average rate per $1,000 of personal income for states using
this tax is $.619.

New York and Texas were excluded in the computation of the
average rate.

Local realty transfer tax in city of Wilmington, Delaware, is levied
at a rate of one percent.

Local tax in New York City on transfers of real property where
consideration is over $25,000.

Local taxes are authorized in Pennsylvania. Over 1,000 school
districts and 850 other units impose this tax.

Tax in Indiana is restricted to corporations subject to gross in-

come tax.

A local tax is authorized in Ohio, South Carolina, West Virginia
and California:

City of Baltimore, Maryland, and specified counties are author-
ized to levy this tax.

Virginia counties and cities levy a tax of one-third the state
tax.

In Washington, a county tax is authorized and employed in all
39 counties on real estate at a one percent rate.

SOURCE: See Citation for Table 1 and Advisory Commission on

Intergovernmental Relations, State-Local Finances: Signiiicant
Features and Suggested Legislation,- 1972 Edition (Washington, D.C.:
U.S. Government Printing Office), Table 112.
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TABLES 11 through 34, 36 and 37

Statistical bases,for these tables are the basic tables, 1-10;
and for Table 19; Henry J. Prank, "Measuring State Tax Burdens,"
National Tax Journal, XXI, June 1959, p. 183.

TABLE 35

SOURCE: Department of the Treasury, Internal Revenue Service,
Statistics of Income, Individual Income Tax Returns (Washington, D.C.:
U.S. Government Printing Office, December 1974), Table 5.6.
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